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Though not now time& t quaHty providing the cash fkrw necessary for ex- 
Southern stock holds good ong-term pansion. T 
appeal for utili 

P 
investors. As borrow- Overseas ventures should support 

ing rates rise, uti ity stocks, Southern in- stron 
cludd. have tealix~d downward price next J 

bottom-line growth over the 
to 5 years. The Southern Energy. 

pressure. Indeed, this stock 1s currently Inc. (SET) subsldfary may well account ?or 
trading at a 52week iow. Still. given 30% of corporate earnings by 2002. While 
Southern’s solid business prospects. both management has increased its focus on the 
in the regulated and nonregulated arenas, domestic market, where there’s ample op- 
we believe that utility investors will be portunity, foreign operations, a5 a whole. 
well-rewarded over the ull to 2003-2005. are benefiting overall results. Most notab- 
Management is build ng an enormous P 1 

fr 
Saul, a sizable (1.200 megawatt) coal- 

physical generating base. The goal is to red project in the Philippines, has begun 
establish 24 gigawatts of low-cost capacity o 
within a few- years. Southern is busy ac- c!r 

rating, and is now a nice contributor. 
st cuts are underway at the Western 

quiring and building plants. The focus is Power Distribution unit in the U.K. and at 
on raising the propotion of natural gas Bewag in Germany. These two large regu- 
operations, which are generally cleaner lated businesses offer steady net-income 
and more effklent than other fossil-fueled flows. Also. an ener 

Y 
marketing subsidi- 

(coal and 0th factlities. At the same time. ary in the Nether ands hokis exciting 
the company is busy expanding its energy growth potential. Although we are positive 
trading and marketing capabilities. A6 on Southern’s overseas foray, investors 
deregulation spreads across the U.S., reve- should note that there have been a fev 
nutis and n&.proflts should quickly rise, In sehacJs, namely to Argentha and Chile. 
all likelihood, faster than the industry In its favor, management is quick to react, 
averages. Currently, Southems depend- and has worked to divest businesses that 
able regulated wer 

r 
business, located in don’t live up to their original promise. 

the economical y healthy Southeast, is David M. Reimer March IO. 200 
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for United to pay a special dfvldencj of year. has about a dozen contract prw 
SO.48 a share to shareholders before the posals For water and wastewater manage 
completion of the deal. and SO.06 of this ment in various stages of deve 

‘“B 
ment 

amount is now scheduled to be paid on and roughly six of them have alrea y beer 
March 1. The deal needs the approval of presented to cities. A few more deal3 
10 state5 in which UWR own5 regulated should help create s nergies that wil 
utilities. So far, it has already received make the division pro x table for the nex 
clearance from Arkansas, Delaware, and few years. Also, New York Clty recent11 
Missouri. We expect that the takeover will awarded the company contracts worth $a.! 
be completed in April: therefore, at the million for water-meter repair and replace 
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to hold on to their shares-a far cry from of growing Its h 
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her-margin nonregulatec 
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Line 
No. 

4. 

5. 

6. 

7. 

Consumers Illinois Water Company 
Indicated Common Equity Cost Rate 

Through Use of a Risk Premium Model 
Usinq an Adjusted Total Market Approach 

Proxy Group of 
Seven Water Companies 

Prospective Yield on Aaa Rated 
Corporate Bonds (1) 7.7 % 

Adjustment to Reflect Yield Spread 
Between Aaa Rated Corporate 
Bonds and A Rated Public 

Utility Bonds 0.6 (2) 0.6 (2) 

Adjusted Prospective Yield on A Rated 
Public Utility Bonds 8.3 % 8.3 % 

Adjustment to Reflect Bond 
Rating Difference of Proxy Group 

Adjusted Prospective Bond Yield 

Equity Risk Premium (5) 

0.0 (3) 

8.3 

4.7 

Risk Premium Derived Common 
Equity Cost Rate 13.0d% 

Proxy Group of 
of Eight Utilities 

Selected on the Basis 
Least Relative Distance 

7.7 % 

0.1 (4) 

a.4 

4.6 

Notes: (1) Derived in Note (3) on page 6 of this Schedule. 

(2) The average yield spread of A rated public utility bonds over Aaa rated corporate bonds of 
0.58%, rounded to 0.6%. from page 4 of this Schedule. 

(3) No adjustment necessary since the average Moody’s bond rating of the proxy group is A2 

(4) One-third of the average yield spread of Baa over A rated public utility bonds of 0.15% ( 1 I 3 * 
0.15% = 0.05%, rounded to 0.1%) from page 4 of this Schedule in order to reflect the average 
A3 Moody’s bond rating of the proxy group. 

(5) From page 5 of this Schedule. 
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Consumers Illinois Water Company 
Comparison of Bond Ratings and Business Profile for the 

Proxy Group of Seven Water Companies and the 
Proxv GrouD of Eiaht Utilities Selected on the Basis of Least Relative Distance 

Proxy Group of Seven 
Water Companies 

American Water Works Co., Inc. (3) 
Connecticut Water Service, Inc. 
E’Town Corporation (4) 
Middlesex Water Company 
Pennichuck Corporation 
Philadelphia Suburban Corp. (5) 
United Water Resources, Inc. (6) 
Average 

February 2000 February 2000 Standard (L Poor’s 
Moody’s Standard 8 Poor’s Business Position 

Bond Rating Bond Rating I Profile (2) 

Bond Numerical Bond Numerical 
Ratinq Weiqhtina (I) Ratina Weiahtina (I) 

A3 
NR 
A2 
A2 
NR 
NR 
AZ/A3 
A2 

Proxy Group of Eight Utilities Selected 
on the Basis of Least Relative Distance 
Amer. Water Works Co., Inc. (3) A3 
Berkshire Energy Resources NR 
CMS Energy Corp. (7) Baa3 
Eastern Utilities Associates (8) Baa1 
Energy West Inc. NR 
Hawaiian Electric Industries, Inc. (9) A3 
Southern Company (10) Al 
United Water Resources, Inc. (6) A2lA3 
Average A3 

7 
-- 
6 
6 

__ 
-- 

6.5 

6.4 - 

A+IA 5.5 
NR -- 

A 6 
A+ 5 
NR -- 

AA- 4 
A+IA 5.5 

A+ 5.2 

7 A+IA 5.5 
_- NR -- 
10 BBB- 10 
8 BBB+ 8 
-- NR -- 

7 A- I BBB+ 7.5 
5 Aa- 4 

6.5 A+IA 5.5 

7.3 A- 6.8 

2.7 

3.0 
-- 

5.5 
4 
_- 

6 
4 

2.5 

Notes: (1) From page 3 of this Schedule. 
(2) From Standard 8 Poor’s Utilities 8 Perspectives, Vol. 7, No. 9, February 28, 2000. 
(3) 

(4) 
(5) 
03) 
0 
(8) 
(9) 
(10) 

Ratings and business profiles are a composite of those of New Jersey - American Water Company and Pennsylvania 
- American Water Company. 
Ratings and business profile are those of Elizabethtown Water Company. 
Ratings and business profile are those of Philadelphia Suburban Water Company. 
Ratings and business profile are a composite of those of United Water New Jersey Inc. and United Waterworks Inc.. 
Ratings and business profile are a composite of those of Consumers Energy Co. and CMS Panhandle Pipe Line Co. 
Ratings and business profile are those of Eastern Edison Co. 
Ratings and business profile are a composite of those of Hawaiian Electric Co. and Maui Electric Co. 
Ratings and business profile are a composite of those of Alabama Power Co., Georgia Power Co., Gulf Power Co., 
Mississippi Power Co. and Savannah Electric 8 Power Co. 

Source of Information: Moody’s Investors Service 
Standard 8 Poor‘s Global Utility Rating Service 
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Consumers Illinois Water Comoany 
Numerical Assignment for 

Moodv’s and Standard & Poor’s Bond Ratinas 

Numerical 
Bond Weiahtinq 

Standard & Poor’s 
Bond Ratina 

1 

Aal 
Aa 
Aa 

Al 
A2 
A3 

Baa1 
Baa2 
Baa3 

Bal 
Ba2 
Ba3 

2 
3 
4 

5 
6 
7 

A+ 
A 
A- 

8 
9 
10 

BBB+ 
BBB 
BBB- 

11 
12 
13 

BB+ 
BB 
BB- 



Years 

Corporate 
Bonds 

Aaa Rated Aaa Rated 
Public Utility Bonds 

Aa Rated A Rated Baa Rated 

Mar. 1999 6.62 % 6.78 % 7.11 % 7.26 % 7.55 % 
Apr. 1999 6.64 6.80 7.11 7.22 7.51 
May 1999 6.93 7.09 7.38 7.47 7.74 
June 1999 7.23 7.37 7.67 7.74 8.03 
July 1999 7.19 7.34 7.62 7.71 7.97 
Aug. 1999 7.40 7.54 7.82 7.91 8.16 
Sep. 1999 7.39 7.55 7.82 7.93 8.19 
Oct. 1999 7.55 7.73 7.96 8.06 8.32 
Nov. 1999 7.36 7.56 7.82 7.94 8.12 
Dec. 1999 7.55 7.74 8.00 8.14 8.28 
Jan. 2000 7.78 7.95 a.17 8.35 8.40 
Feb. 2000 7.68 7.82 7.99 8.25 8.33 

spot - 03/17/00 7.64 % 7.83 % 7.96 % a.25 % 8.38 I 0.19 96 0.32 % 0.61 % 0.74 % 0.29 % 0.13 % 

Average of Last 
3 Months 7.67 % 7.84 % 8.05 % 8.25 % 8.34 % 0.17 % 0.38 % 0.58 % 0.67 % 0.20 % ‘0.09 % 

Average of Last 
6 Months 7.55 % 7.73 % 7.96 % a.11 % 8.27 % 0.18 % 0.41 % 0.56 % 0.72 % 0.15 % 0.16 % 

Average of Last 
12 Months 7.28 I 7.44 % 7.71 % 7.83 % 8.05 Oh 0.16 % 0.43 % 0.55 % 0.77 % 0.12 % 0.22 % - - - - - 

0.18 % 0.39 % 0.58 % 0.73 % 0.19 % 0.15 % 

Moodv’s 
Comparison of Interest Rate Trends 

for Investor-Owned Public Utility Companies 
for the Twelve Months Ending Februarv. 2000 (I) 

Spread - Corporate v. Public Utilii Bonds 
Aaa (Pub. Aa (Pub. A (Pub. Util.) Baa (Pub. 
Util.) over Util.) over over Aaa Util.) over 

Aaa (Corp. Aaa (Corp. (Corp. Aaa (Corp. 

Spread - Public Utility Bonds 

A over Aa Baa over A 

Average Spread (2) 

Notes: (1) All yields are distributed yields. 
(2) Equal weight has been given to the 12-month average, g-month average, 3month average 

and spot yield spread. This provides recognition of current conditions, but does not place 
undue emphasis thereon. 

Source of Information: Moody’s Investors Service 
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c 

4 

Line Proxy Group of 
No. Seven Water Companies 

1. 

2. 

3. 

Consumers Illinois Water Company 
Judgment of Equity Risk Premium for the 

Proxy Group of Seven Water Companies and the 
Proxv Group of Eiqht Utilities Selected on the Basis of Least Relative Distance 

Calculated equity risk 
premium based on the 
total market using 
the beta approach (1) 

Mean equity risk premium 
based on a study 
using the holding period 
returns of public utilities 
with A rated bonds (2) 

Average equity risk premium 

Proxy Group of 
of Eight Utilities 

Selected on the Basis 
Least Relative Distance 

4.8 % 

4.8 

4.7 % 

4.5 % 

4.6 

4.6 % 

Notes: (1) From page 6 of this Schedule. 
(2) From page 8 of this Schedule. 
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Line 
No. 

1. 

2. 

Consumers Illinois Water Company 
Derivation of Equity Risk Premium Based on the Total Market Approach 

Using the Beta for the 
Proxy Group of Seven Water Companies and the 

Proxy Group of Eiqht Utilities Selected on the Basis of Least Relative Distance 

Arithmetic mean total return rate on 
the Standard & Poor’s 500 Composite 
Index - 1926-1999 (1) 

Arithmetic mean total return rate on 
the Salomon Brothers Long-Term 
High-Grade Corporate Bond Index 
1926-1999 (1) 

Historical Equity Risk Premium 

Forecasted 3-5 year Total Annual 
Market Return (2) 

Prospective Yield an Aaa Rated 
Corporate Bonds (3) 

Forecasted Equity Risk Premium 

Average of Historical and Forecasted 
Equity Risk Premium (4) 

Adjusted Value Line Beta (5) 

Beta Adjusted Equity Risk Premium 

Proxy Group of 
Seven Water Companies 

13.3 % 

(5.9) 

7.4 % 

18.0 % 

(7.7) 

10.3 % 

8.9 % 

0.54 

4.8 % 

Notes: (1) From Stocks, Bonds, Bills and Inflation - 2000 Yearbook - Market Results for 19261999, 
lbbotson Associates, Inc., Chicago, IL, 2000. 

(2) From Note 1, page 3 of Schedule 16. 

(3) Average forecast based upon six quarterly estimates of Aaa rated corporate bonds per 
the consensus of neariy 50 economists reported in Blue Chip Financial Forecasts dated 
March 1,200O (see page 7 of thii Schedule). The estimates are detailed below. 

First Quarter 2000 7.7 % 
Second Quarter 2000 7.7 
Third Quarter 2000 7.7 
Fourth Quarter 2000 7.6 
First Quarter 2001 7.6 
Second Quarter 2001 7.6 

Average 7.7 % 

(4) Average of the Historical Equity Risk Premium of 7.4% from tine No. 3 and the 
Forecasted Equity Risk Premium of 10.3% from tine No. 6 ((7.3% + 10.4%) I2 = 8.85%, 
rounded to 8.9%). 

(5) From page 9 of thii Schedule. 

Proxy Group of 
of Eight Utilities 

Selected on the Basis 
Least Relative Distance 

13.3 % 

(5.9) 

7.4 % 

18.0 % 

(7.7) 

10.3 % 

8.9 % 

0.50 

4.5 % 
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2 m BLUECHIPFINANCIALFORECASTS n MARCH I,2000 

Consensus Forecasts Of U.S. Interest Rates And 
. 

Interest Rates 
Federal Funds Rate 
Prime Rate 
LIBOR, 3-mo. 
Commercial Paper. I-mo. 
Treasury bill. 3-mo. 
Treasury bill, 6-mo. 
Treasury bill, I yr. 
Treasury note. 2 yr. 
Treasury note. 5 yr. 
Treasury note, 10 yr. 
Treasury bond, 30 yr. 
Corporate Aaa bond 
Corporate Baa bond 
State & Local bonds 
Home mortgage rate 

Key Assumptions 
Major Currency Index 
Real GDP 
GDP Price Index 
Consumer Price Index 

_______________..______________________ History .__..._-_._____..--_-~.------. 

------Avg. For Week Ending----- _____ -----Month ____ ---__-_ 
Feb18 Feb II Feb4 Jan28 Jan. Dec. Nov. 

5.75 5.71 5.66 5.43 5.45 5.30 5.42 
8.75 a.15 8.50 8.50 8.50 8.50 8.37 
6.11 6.11 6.10 6.10 6.09 6.08 6.15 
5.77 5.77 5.79 5.82 5.62 5.97 5.38 
5.73 5.68 5.69 5.59 5.50 5.36 5.23 
6.02 6.00 5.93 5.80 5.76 5.68 5.43 
6.23 6.20 6.24 6.17 6.12 5.84 5.55 
6.65 6.68 6.61 6.48 6.44 6.10 5.86 
6.74 6.76 6.66 6.63 6.58 6.19 5.97 
6.55 6.62 6.58 6.68 6.66 6.28 6.03 
6.23 6.30 6.33 6.57 6.63 6.35 6.15 
7.70 7.69 1.6.5 7.73 7.78 7.55 7.36 
8.32 8.30 8.22 8.29 8.33 8.19 8.15 
5.98 6.02 6.05 6.08 6.08 5.95 5.86 
8.38 8.36 8.25 8.25 8.21 7.91 7.74 

________________________________________ History _________________-___________ 

1Q 24 34 4Q -IQ 2Q 34 
1998 1998 1998 1998 1999 1999 1999 
95.2 96.6 98.2 93.0 93.4 95.5 94.5 

6.7 2.1 3.8 5.9 3.7 1.9 5.7 
I.0 1.1 1.4 0.9 2.0 1.3 1.1 
1.0 1.7 1.7 1.7 1.7 3.2 2.4 

Key Assumptions’ 

Consensus Forecasts - Quarterly Avg. -____ ____ 
Latest Q 

1999 40 
5.31 
8.37 
6.13 
5.55 
5.20 
5.44 
5.61 
5.94 
6.06 
6.14 
6.25 
7.49 
8.24 
5.91 
7.83 

1Q 2Q 3Q 4Q 1Q 2Q 
~~~~~~ 
5.8 6.1 6.3 6.3 6.2 6.2 
8.7 9.1 9.3 9.3 9.2 9.2 
6.1 6.4 6.5 6.5 6.5 6.4 
5.8 6.2 6.3 6.3 6.3 6.3 
5.6 5.9 6.0 6.0 6.0 6.0 
5.8 6.1 6.2 6.2 6.2 6.1 
6.1 6.3 6.4 6.4 6.3 6.3 
6.5 6.6 6.6 6.6 6.5 6.4 
6.6 6.7 6.6 6.6 65 6.5 
6.6 6.6 6.6 6.5 6.4 6.4 
6.4 6.4 6.4 6.3 63 6.2 
7.7 7.7 7.7 7.6 7:6 7.6 
8.4 8.4, 8.5 8.4 8.3 8.3 
6.1 6.1 6.1 6.1 6.0 6.0 
8.2 8.3 8.3 8.2 8.2 8.1 

Consensus Forecasts - Quarterly Avg 
1Q 24 3Q 4Q IQ 2Q 

m 2000 2000 2000 2001 2001 
93.4 92.8 92.3 91.4 91.3 91.2 

3.6 3.4 3.1 3.0 2.9 2.9 
1.9 1.9 1.8 1.9 2.0 1.9 
2.6 2.5 2.4 2.5 2.5 2.5 

--____-_-- 
4Q 

1999 
92.7 

6.9 
2.0 
2.9 

‘Individual panel members’ forecasts are on pages 4 through 9. Historical data for interest rates except LIBOR is from Federal Reserve Release (FRSR) H. 15. LIBOR quotes avail- 
able from 77~ Wall Srwer Jou,trmol and T&rare. Definirions reported here are same as those in FRSR H. IS. All Treasury yields are reported on a constam maturity basis. Historical ! 

data for the U.S. Federal Reserve Board’s Major Currency Index is from FRSR H.10 and G.S. Historical data for Real GDP and GDP Chained Price Index are from rhc Bureau of 
Economic Analysu IBIZA). Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Stalisdcs (BLS). 

U.S. Treasury Yield Curve 
Week ended February 18.2000 and Year Ago vs 

la 2000 and 2a 2001 Consensus torecasts 

-X-Week ended 2/18/00 7.50 
--tconsensus 20 2001 
+consensus la 2ocQ 7.00 

6.50 

6.00 

4.00 

3mo 6mo lyr 2Yr w 1fW 30yr 
Maturities 

Corporate Bond Spreads 
AS 01 week ended February 16.2M)o 

Baa Corporate Bond Yield Baa Corporate Bond Yield 
minus IO-Year T-Bond Yield minus IO-Year T-Bond Yield 

mmus IO-Year T-Bond Yield mmus IO-Year T-Bond Yield 

U.S. ~-MO. T-Bills & 30-Yr. T-Bonds 
(Ouarlerfy *wage, Blue Chip 

HlSlcq FO,.ZCaSIS 
6.50 ,< 6.50 

1992 1993 1994 1995 1996 1997 1996 1999 2WO 2001 

U.S. Treasury Yield Curve 
As of week ended February 18.2ooO 

- I I  _-. 

325 :, 325 
300 

f  

<jt. 10 Year T-Bond Yield 300 
275 ; ’ “. ; minus 3.Month T-6111 Yield 275 
250 * -‘, 250 
225 225 

E 200 200 
: 175 175 
2 150 1 125 

100 
75 
50 
25 

O$ * , :to 

1994 1995 1996 1997 1996 1999 2000 
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Line 
No. 

Consumers Illinois Water Company 
Derivation of Mean Equity Risk Premium Based on a Study 

Usinq Holdina Period Returns of Public Utilities 

Over A Rated 
Public Utility Bonds 
AUS Consultants - 

Utility Services 
Study (1) 

1 

Time Period 
1. Arithmetic Mean Holding Period 

Returns (2): 
Standard & Poor’s Public 

Utility Index 

2. 

3. 

4. 

Salomon Brothers Long-Term 
High-Grade Corporate Bond Index 

Equity Risk Premium 

I 928-i 999 

11.0 % 

(5.9) 

5.1 

Adjustment to reflect yield spread 
between A rated public utility 
bonds and bonds used in the 
study (0.5) (3) 

5. Adjusted Equity Risk Premium &j % 

Notes: (1) S&P Public Utility index and Long-Term Corporate Bonds (Salomon 
Brothers Long-Term High-Grade Corporate Bond Index year-by-year 
total returns 1926-l 999, AUS Consultants - Utility Services, 2000. 

(2) Holding period returns are calculated based upon income received 
(dividends and interest) plus the relative change in the market value 
of a security over a one-year holding period. 

(3) Spread calculated as the difference in the arithmetic mean yields on 
A rated public utility bonds of 6.56% and Aaa and Aa rated corporate 
bonds of 6.12% used as a proxy for the Salomon Brothers Long- 
Term High-Grade Corporate Bond Index for the years 1926-1999, 
inclusive, 0.46%, rounded to 0.5%. 
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Consumers Illinois Water Company 
Value Line Adjusted Betas for the 

Proxy Group of Seven Water Companies and the 
Proxv Group of Eioht Utilities Selected on the Basis of Least Relative Distance 

Value Line 
Adjusted 

Beta 

Proxy Group of Seven 
Water Companies 

American Water Works Co., Inc. 
Connecticut Water Service, Inc. 
E’Town Corporation 
Middlesex Water Company 
Pennichuck Corporation 
Philadelphia Suburban Corp. 
United Water Resources, Inc. 
Average 

Proxy Group of Eight Utilities Selected 
on the Basis of Least Relative Distance 
American Water Works Co., Inc. 
Berkshire Energy Resources 
CMS Energy Corp. 
Eastern Utilities Associates 
Energy West Inc. 
Hawaiian Electric Industries, Inc. 
Southern Company 
United Water Resources, Inc. 
Average 

0.50 
NA 

0.50 
NA 
NA 

0.55 
0.60 
0.54 

0.50 
NA 

0.50 
0.45 
NA 

0.50 
0.45 
0.66 
0.50 

Source of Information: Value Line Investment Survev, 
January 7, February 4, February 16, 
March 10, 2000, Standard Edition 
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Line 
No. 

1. 

2. 

3. 

4. 

5. 

6. 

Consumers Illinois Water Company 
of the Capital Asset Pricing Model for the 

Proxy Group of Seven Water Companies and the 
Proxv Group of Eiqht Utilities Selected on the Basis of Least Relative Distance 

Risk-Free Rate (1) 

Average Company-Specific 
Market Premium (2) 

Capital Asset Pricing Model 
Derived Company Equity 
Cost Rate 

Risk-Free Rate (1) 

Average Company-Specific 
Market Premium (2) 

Capital Asset Pricing Model 
Derived Company Equity 
Cost Rate 

7. Conclusion 

Proxy Group of 
Seven Water Companies 

Traditional Capital Asset Pricina Model 

6.3 % 

Proxy Group of 
of Eight Utilities 

Selected on the Basis 
Least Relative Distance 

6.3 % 

5.3 5.0 

11.6 % 11.3 % 

Empirical Capital Asset Pricinq Model 

6.3 % 6.3 % 

6.2 6.2 

12.5 % 

12.1<% 

12.5 % 

11.9 % 

Notes: (1) Developed in note 2 of page 4 of this Schedule. 
(2) Developed on pages 2 and 3 of this Schedule. 
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Consumers Illinois Water Company 
Indicated Common Equity Cost Rate Through Use 

of the Caoital Asset Pncina Model 

Exhibit No. 7 
Schedule 16 
Page 2 of 4 

Value Line 
Adjusted 

Beta 

Company-Specific CAPM Result 
Risk Premium Including 

Based on Market Risk-Free 
Premium 01 9.9% (1) Rate of 6.3% (2) 

Traditional Caoital Asset Pricina Model (3) 

Proxy Group of Seven 
Water Companies 

American Water Works Co., Inc. 
Connecticut Water Service, Inc. 
E’Town Corporation 
Middlesex Water Company 
Pennichuck Corporation 
Philadelphia Suburban Corp. 
United Water Resources, Inc. 

Average 

0.50 5.0 % 11.3 % 
NA NA NA 

0.50 5.0 11.3 
NA NA NA 
NA NA NA 

0.55 5.4 11.7 
0.60 5.9 12.2 

0.54 5.3 % 11.6 % 

Proxy Group of Eight Utilities Selected 
on the Basis of Least Relative Distance 

American Water Works Co., Inc. 
Berkshire Energy Resources 
CMS Energy Corp. 
Eastern Utiliies Associates 
Energy West Inc. 
Hawaiian Electric Industries, Inc. 
Southern Company 
United Water Resources, Inc. 

Average 

0.50 5.0 % 11.3 % 
NA NA NA 

0.50 5.0 11.3 
0.45 4.5 10.6 
NA NA NA 

0.50 5.0 11.3 
0.45 4.5 10.8 
0.60 5.9 12.2 

0.50 5.0 % 11.3 % 

See page 4 for notes. 
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Consumers Illinois Water Combany 

Indicated Common Equity Cost Rate Through Use 
of the Caoital Asset Pricina Model 

Value Line Risk Premium 
Adjusted Based on Marke 

Beta Premium of 9.9O/b (1) 

CAPM Result 
Including 
Risk-Free 

Rate of 6.3% (2) 

Emoirical Caottal Asset Pncina Model (5) 

Proxy Group of Seven 
Water Companies 

American Water Works Co., Inc. 
Connecticut Water Service, Inc. 
E’Town Corporation 
Middlesex Water Company 
Pennichuck Corporation 
Philadelphia Suburban Corp. 
United Water Resources, Inc. 

Average 

Proxy Group of Eight Utilities Selected 
on the Basis of Least Relative Distance 

American Water Works Co., Inc. 
Berkshire Energy Resources 
CMS Energy Corp. 
Eastern Utilities Associates 
Energy West Inc. 
Hawaiian Electric Industries, Inc. 
Southern Company 
United Water Resources, Inc. 

Average 

0.50 6.2 Oh 
NA NA 

0.50 5.0 
NA NA 
NA NA 

0.55 6.6 
0.80 6.9 

0.54 6.2 % 

0.50 6.2 % 12.5 % 
NA NA NA 

0.50 6.2 12.5 
0.45 5.8 12.1 
NA NA NA 

0.50 8.2 12.5 
0.45 5.8 12.1 
0.60 6.9 13.2 

0.50 6.2 % 9% 

12.5 % 
NA 

1t.3 
NA 
NA 

12.9 
13.2 

12.5 % 

See page 4 for notes. 
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Consumers Illinois Water Company 

. Development of the Market-Required Rate of Return on Common Equity Using 
the Capital Asset Pricing Model for the Proxy Group of Seven Water Companies 

ant the Proxy Group of Eight Utilities Selected on the Basis of Least Relative Distance 
Adiusted to Reflect a Forecasted Risk-Free Rate and Market Return 

Notes: 

(1) From the twelve previous month-end (Mar. ‘99 -Feb. ‘00) as well as a recently available (Mar. 17, 2000), Value 
Line Summary & Index, a forecasted 3-5 year total annual market return of 16.0% can be derived by avemx 
the 12-month, 6-month, 3-month and spot forecasted total 3-5 year total appreciation, converting it into an annual 
market appreciation and adding the Value Line average forecasted annual dividend yield. 

The 3-s year average total market appreciation of 80%, produces a four-year average annual return of 
15.83% ((1.80 5 - 1). When the average annual forecasted dividend yield of 2.18% is added, a total average 
market return of 18.01%, rounded to 18.0%, (2.18% + 15.83%) is derived. 

The 12-month, 6-month, bmonth and spot forecasted total market return of 18.0% minus the risk-free 
rate of 6.3% (developed in Note 2) is 11.7% (18.0% - 6.3%). The lbbotson Associates calculated market 
premium of 8.1% for the period 19261999 results from a total market return of 13.3% less the average income 
return on long-term U.S. Government Securities of 5.2% (13.3% - 5.2% = 8.1%). This is then averaged with the 
11.7% Value Line market premium resulting in a 9.9% market premium. The 9.9% market premium is then 
multiplied by the beta in column 1 of pages 2 and 3 of this Schedule. 

(2) Average forecast based upon six quarterly estimates of 30-year Treasury Bond yields per the consensus of nearly 
50 economists reported in the Blue Chip Financial Forecasts dated March 1, 2000 (see page 7 of Schedule 15). 
The estimates are detailed below: 

First Quarter 2000 
Second Quarter 2000 
Third Quarter 2000 
Fourth Quarter 2000 
First Quarter 2001 
Second Quarter 2001 
Average 

Treasury Bond Yield 
30-Year 
6.4% 

:.:: 
613 
6.3 _.- 
6.2 
a 

(3) The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula: 

Rs=Rr+f3(R~-RF) 

Where Rs = Return rate of common stock 
RF = Risk Free Rate 
8 = Value Line Adjusted Beta 
RM = Return on the market as a whole 

(4) The empirical CAPM is applied using the following fOn?‘tula: 

Rs = RF + .25 (RM - RF ) + .75 8 (Rw - RF ) 

Where Rs = Return rate of common stock 
RF = Risk-Free Rate 
6 = Value Line Adjusted Beta 
RM = Return on the market as a whole 

Source of Information: Value Line Summarv & Index 
Blue ChiD Financial Forecasts, March 1, 2000 
Value Line Investment Survey, January 7, February 4, February 18, and 

March 10, 2000, Standard Edition 
Stocks, Bonds. Bills and Inflation - 2000 Yearbook Market 

Results for 1926-1999 lbbotson Associates, Inc., Chicago, IL 



Proxy Group of Eighteen Ron-Utility 
Comoanies Comoarable to the Prow 
Group of Seven hater Companles (I) 
BRE Properties 
Block Drug ‘A 
Chemed Corp. 
Cansol Papers 
Curtiss-Wright 
Hormel Foods 
InYl Aluminum 
JSB Financial 
Lubfs Inc. 
NCH Corp. 
RPM Inc. 
Selective Ins. Group 
Tecumseh Produots ‘A’ 
Tennant Co. 
Tootsie Roil Ind. 
Untted Domlnfon R’tty 
Washington R.E.I.T. 
wed Pham-lec. svcs. 

Average for the Non-Utility Group 

Average for the Proxy Group 
or Seven Water Companies 

Average - All Compantes 

Median - All Companies 

Average - Excluding Highest & Lowest 
10% (2 Companies each) 

Conclusion (5) 

Seepage2rornotes. 

Consumers Illinois Water Comoaay 
Comparabfe Earnings Analysis 

for a Proxy Group of Elghteen Non-Utility Companies Comparable to 
the P&v Grow of Seven Water Comoanles fl) 

Adj. 
Seta 
0.70 
0.60 
0.70 
0.70 
0.65 
0.60 
0.60 
0.70 
0.65 
0.65 
0.70 
0.70 
0.65 
0.55 
0.70 
0.65 
0.60 
0.50 

0.64 

0.53 

Unadj. Standard 
Beta Error 
0.52 2.4955 
0.33 2.9964 
0.49 2.6954 
0.49 2.8200 
0.41 2.4687 
0.34 29696 
0.36 2.5369 
0.49 2.5271 
0.44 2.4616 
0.40 2.5047 
0.50 2.6252 
0.47 3.0330 
0.41 3.0144 
0.27 3.0060 
0.48 2.7237 
0.47 2.3764 
0.37 2.7174 
0.23 2.6026 

0.42 2.6914 

0.24 (4) 2.6879 (5) - P 

Rate of Return on Net Worths or Partners’ Capital 
Et-Year SYear 

1994 1995 1996 1997 1996 Averaqe (2L Protected (3) 
14.4 % 10.6 % 8.0 5 7.0 96 7.9 % 9.6 % 11.5 % 
9.0 8.4 10.2 8.0 7.5 6.6 8.5 
6.4 10.0 14.6 7.5 8.9 9.9 115 
8.5 19.8 14.1 9.0 7.9 11.9 115 

12.3 10.6 8.6 12.6 12.7 11.4 11.5 
17.8 16.5 11.2 13.2 15.0 14.7 16.5 
7.1 11.9 6.5 5.9 8.9 8.1 10.5 
7.2 6.5 7.6 7.6 7.6 7.3 9.5 

17.7 19.2 17.4 15.5 14.1 16.8 15.5 
11.3 12.1 11.5 9.6 11.6 11.2 10.5 
16.7 17.6 15.5 15.9 15.5 16.2 14.5 
11.6 12.1 11.7 12.3 8.8 11.3 10.5 
15.3 13.6 12.2 10.0 9.8 12.2 10.5 
16.4 17.2 16.3 18.1 19.3 17.5 17.0 
15.8 14.8 15.1 17.3 17.0 16.0 18.0 
6.2 5.8 4.5 4.2 3.1 4.6 5.0 

14.8 13.1 14.3 12.0 13.5 13.5 15.0 
12.0 11.3 12.5 13.1 16.3 13.0 17.5 

11.9 96 12.5 % 

1.1.7 % 11.5 96 

12.0 % 12.6 % 

11.6 % (6) 



Proxy Group of Eighteen Non-Utility 
Companies Comparable to the Proxy 
Group of Etght Utilities Selected on the Adj. 
Basis of Least Retatfve Dtstance (7) 
BRE Procertiis 

Beta 
0.70 

chemed’com 
cubs-wright 
Duke-Weeks R’fty 
Hannaford Brothers 
lnrl Aluminum 
JSB Flnahclal 
Klmco Reefty 
Liberty Corp. 
Lubys Irho. 
NCH Corp. 
National Presto Ind. 
RPM Inc. 
Tootsle Rdl Ind. 
United Dominion R’lty 
Universal Foods 
Washlngton R.E.I.T. 
West Pharmac. Svcs. 

Average for the Non-Utlfi Group 

Average for the Proxy Group 
of Etght UtiMiea Selected on the 
Basis of Least Relattw Distance 

Average - All Companies 

Median - AU Companks 

Average - Excluding Highest 8 Lowest 
10% (2 Companfes each) 

Conclusion (5) 

Sea pages 3 and 4 r0r notes. 

0.70 
0.65 
0.70 
0.75 
0.60 
0.70 
0.75 
0.75 
0.65 
0.65 
0.55 
0.70 
0.70 
0.65 
0.75 
0.60 
0.50 

0.67 

Unadj. 
Beta 

0.52 
0.49 
0.41 
0.53 
0.55 
0.36 
0.49 
0.56 
0.55 
0.44 
0.40 
0.27 
0.50 
0.48 
0.47 
0.56 
0.37 
0.23 

0.45 

Consumers Illinois Water Comwy 
Comparable Earnings Analysts 

for a Proxy Group of Elghtesn Non-Utility Companies Comparable to 
the Proxv Grpyp of Ebht Utilities Selected on the Basis of Least Relative Distance (7) 

Residual 
Standard 

Error 
24955 
2.6054 
2.4067 
2.5716 
2.6782 
2.5369 
2.5271 
2.1643 
2.6142 
2.4616 
2.5047 
2.2381 
2.6252 
2.7237 
2.3764 
2.5256 
2.7174 
2.6028 

2.5220 

Rate df Return on Net Worths or Partners’ Capital 

1994 1995 1998 
14.4 % 10.6 % 8.0 5 
0.4 

12.3 
5.9 

13.7 
7.1 
7.2 

12.8 
10.5 
17.7 
11.3 
8.8 

16.7 
15.8 

6.2 
17.9 
14.0 
12.0 

10.0 
10.6 

6.5 
13.5 
11.9 
6.5 

11.9 
9.6 

19.2 
12.1 

7.7 
17.6 
14.8 
5.8 

15.7 
13.1 
11.3 

14.6 
8.8 
7.1 

13.2 
6.5 
7.6 

12.1 
10.3 
17.4 
11.5 
6.0 

15.5 
15.1 
4.5 

17.4 
14.3 
12.5 

5-Year 
1997 1998 Average (2) 

7.0 % 7.9 % 9.6 % 
7.5 a.9 9.9 

12.6 12.7 II 4 
6.4 

14.1 
5.9 
7.6 

11.5 
10.5 
15.5 
9.6 
6.6 

15.9 
17.3 
4.2 

17.0 
12.0 
13.1 

7.1 
14.3 
8.9 
7.6 

10.5 
9.8 

14.1 
11.6 

7.8 
15.5 
17.0 

3.1 
17.9 
13.5 
16.3 

6.6 
13.8 
8.1 
7.3 

11.8 
10.1 
16.8 
11.2 

7.4 
16.2 
16.0 

4.6 
17.2 
13.5 
13.0 

5Year 
Protected (3) 

11.5 % 
11.5 
11.5 

7.5 
15.5 
10.5 

9.5 
13.5 
10.5 
15.5 
10.5 
9.0 

14.5 
18.0 

5.0 
16.5 
15.0 
17.0 

0.57 0.30 (8) 69 2.4366 -- 

11.4 % 12.5 % 

11.3 % 11.5 % 

11.4 % 12.5 % 

11.4 %(6) 
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Consumers Illinois Water Company 
Comparable Earninos Analvsis 

Notes: (1) The criteria for selection of the proxy group of eighteen non-utility companies 
was that the non-utility companies be domestic and have a meaningful rate 
of return on net worth, common equity or partners’ capital less than 20.0% for 
each of the five years ended 1998 or projected 2002 - 2004 as reported in 
Value Line Investment Survey (Standard Edition). The proxy group of 
eighteen non-utility companies was selected based upon the proxy group of 
seven water companies’ unadjusted beta range of (0.04) - 0.52 and residual 
standard error of the regression range of 2.3336 - 3.0422. These ranges are 
based upon plus or minus three standard deviations of the unadjusted beta 
and standard error of the regression as detailed in Ms. Ahern’s accompanying 
direct testimony. Plus or minus three standard deviations captures 99.73% 
of the distribution of unadjusted betas and standard errors of the regression. 

(2) 

(3) 

(4) 

Ending 1998. 

2002-2004. 

The standard deviation of the proxy group of seven water companies’ 
unadjusted beta is 0.0948. 

(5) The standard deviation of the proxy group of seven water companies’ residual 
standard deviation is 0.118lThe standard deviation of the residual standard 
deviation is calculated as follows: 

Standard Deviation of the Resid. Std. = Residual Standard Deviation 
J2N 

where: N = number of observations. Since Value Line betas are derived 
from weekly price change observations over a period of five years, 
N = 259 

Thus, 0.1181 = 2.6879 = 2.6879 
4518 22.7596 

(6) Based upon the 5-Year Average Historical Median and 5-Year Projected 
Median Return - All Companies as explained in Ms. Ahern’s accompanying 
direct testimony. 

(7) The criteria for selection of the proxy group of eighteen non-utility companies 
was that the non-utility companies be domestic and have a meaningful rate 
of return on net worth, common equity or partners’ capital less than 20.0% for 



Exhibit No. 7 
Schedule 17 
Page 4 of 4 

Consumers Illinois Water Company 
Comparable Earninqs Analvsis 

each of the five years ended 1998 or projected 2002 - 2004 as reported in 
Value Line Investment Survey (Standard Edition). The proxy group of 
eighteen non-utility companies was selected based upon the proxy group of 
eight utilities selected on the basis of least relative distance’s unadjusted beta 
range of 0.04 - 0.56 and residual standard error of the regression range of 
2.1153 - 2.7579. These ranges are based upon plus or minus three standard 
deviations of the unadjusted beta and standard error of the regression as 
detailed in Ms. Ahern’s accompanying direct testimony. Plus or minus three 
standard deviations captures 99.73% of the distribution of unadjusted betas 
and standard errors of the regression. 

(8) The standard deviation of the proxy group of eight utilities selected on the 
basis of least relative distance’s unadjusted beta is 0.0864. 

(9) The standard deviation of the proxy group of eight utilities selected on the 
basis of least relative distance’s residual standard deviation is 0.1071 (2.4366 
e-22.7596). 

Source of Information: Value Line, Inc. December 15, 1999 
Value Line Investment Survey (Standard Edition) 


